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v CERTIFIED MAIL

i Dear Applicant:

Ve have complated our review of your application for exemption under section
501{¢) (4) of the Internal Revenus Code.

The evidence submitted indicates that you were incorporated NN,
under the lawvs of [ IININGgJQGgGgNgNEEEE. Your purposes, as written in
, your Articles of Incorporation, =tate that your organization is not organized,
; nor shall it be operated, for profit, but iz organized and shall bLe operated.
exclusively for the purposs of providing for the acquisition, construction,
management, maintenance and care of Association property ag that term is
defined in section 528 of the Internal Revenue Code.

Your articles further state that your association was formed to cafeguard the .
value of all the properties located within NIININGEGEGEGEEEEE :: st -
forth on the plat untitled, Property of I ’
Bl anended I conmonly referred to as NN, by
properly maintaining I itseclf, including the dam and spiliway and
common areas.

Your principal activity, as stated in your application, is the preservation
maintenance and upkesp of the lake, dam and spillway. Other activities
include promulgation of rules and regulations for members regarding
maintenance of these facilities. ¥You also attempt to promote fellowship among
the residents by spensoring plenies, regattas, and parties at the homes of
members.

Income to your organization comes from member dues. Expenses are for items
stated above.
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saection 501(c) (4) of the Internal Revenue Code provides for the axemplion from
fodoral incomo tax of civic leaguos or organizations not organized for profit,
but operated axclusively for the promotion of mocial walfara.

Section 1.501(¢) (4)=1(a)(2) (1} of the Income Tax Regulations provides that an
organization is oporated for tthe promotion of mocial waelfare if {t promotos in
some way, the common good and general welfare of the people of the community.
An organization described in this section is one which is operated for the
purpose of bringing about ecivic betterments and social improvements.

Revenue Ruling 72-102, 1972-1 ¢.B., 149, states that a non-profit organization
formed to preserve the appearance of a housing development and to maintain
straets, sidewalks and common aroas for use of residents is oxempt under
goction 501{c) (4). Membershiup is required of all owners of real property in
the development and assessments are levied to support the organization's
activities. It was held that by maintaining the propserty normally maintained
by a munlcipal government the organization served tha common good and general
welfare of the people of tho community.

Revenue Ruling 74-99, 1974-1 C.B. 131, modified Revanua Ruling 72-102 by
providing nen guidelines under vhich a homeowners association could be exempt.
These guidelines are:

1. The organization must serve a "community" which bears a reasonable
rocognizable relationship to an area ildentified as a governmental unit;

2. It must not conduct activities directed to the extsrior maintenancs of
private residences; .nd

3. The common areas or facilities must be for the use and enjoyment of the
general public.

Revenue Ruling 74-99 ststes that "...Revenue Ruling 72-102 was intended only
to approve ownership and maintenance by a homeowners assmociation of such areas
as roadways and p.cklands, sidewalks and street lights, access to or the use
and enjoyment of which is extended to members of the general public., Since
access to and ugse of your facilities is limited to the residents of the
development, you do not qualify for exemption under section 501(c) (4) and are
a taxable entity. You are required to file federal income tax returns on Fornm
1120.

Section 528 of the Internzl Revsanue Code deals with organizations which are
"homeowaers' associations". The term "homsowners associa’ion for purposes of
this section means an organization which is a condominium management
association or a resideatial real estate management association.



The organization must be organized to provide for tho acquisition,
construction, management, maintenance and care of assoclation property. In
addition, 60% or more-of the gross income of such organization for a taxable
yoear must come from membership dues, fees or assessments from ownors of
residential property and 90% or more of the oxpenses for the organization must
be expenditures for the acquisition, construction, management, maintenance and
care of the sassociation propsrty. Under this arrangement, no part of the net
carnings of the ansociation can benefit any private individual and the
association must elect to have this section apply to them in each taxable
year.

¥e are enclosing a copy of Publication 588 which provides information
concerning this section which may apply to your assoclation,

If you do not agree with our f£findings regarding your exempt status under
section 8501{c) (4), we recommend that your requaest a conference with a member
of our Ragional Office of Appeals. Your requast for a conferance should
include a written appeal giving the facts, law, and any other information to
gupport your position as explained in the enclosed Publication 893, You will
then be contacted to arrange a date for a conference. The conference may be
held at the Reglonal Office, or, if you request, at any mutually convenient
dintrict office. If you will be represented by someone vho is not one of your
principal officers, that persen will need to file a power of attorney or tax
information authorization with us.

If you do not appeal this determination within 30 days from the date of this
letter, as explained in the enclosed Publication 892, this will become our
final determination on this matter,

Sincerely yours,

District Director

Enclosure: Publication 892
Publication 588




